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The Panamanian government took a step toward privatization of the state-owned
telecommunications company, Instituto Nacional de Telecomunicaciones (INTEL), by contracting
with the New York-based firm of Salomon Brothers to act as selling agent. The sale of INTEL shares
is expected to be completed in August. INTEL is considered to be one of Panama's most profitable
state-owned businesses. Several state enterprises, including hotels and an airline, have already been
privatized.
Under a timetable developed by the Treasury Ministry's privatization office (PROPRIVAT), the
legislature will be asked to pass the necessary laws authorizing a series of privatizations and
joint ventures with the private sector, leading to the completion of the privatization of most state-
owned enterprises between now and 1999. The INTEL sale will be followed by a series of other
privatizations that include concessions to operate the railroads and ports, the sale of the Victoria
sugar company, and some degree of private-sector participation in electric power production and
distribution.
Legislation passed in February 1995 authorized the formation of a privately controlled
telecommunications corporation that will hold up to 49% of the shares of INTEL and have
managerial authority over the company's operations. Another 49% will stay in government hands,
and the remaining 2% will be turned over to INTEL employees through a trust fund. PROPRIVAT is
also offering contracts for private-sector development of cellular telephone communications. It has
already awarded a 20-year contract to develop Band A mobil cellular service to the US company Bell
South, which won the bidding by offering US$72 million for the concession. The bid was four times
the opening price set by PROPRIVAT. Bell South will compete with INTEL, which will be assigned
Band B for both mobil and fixed transmission service. The government believes that by developing
cellular service inside INTEL, the value of INTEL shares will be increased prior to its privatization.
On March 22, Treasury Minister Olmedo Miranda and INTEL general manager Juan Ramon Porras
announced the ground rules for bidding on the purchase of INTEL shares. Bidders must be able to
show minimum assets of US$2 billion, or a Moody's long-term unsecured credit rating above Baa2,
or a BBB rating by Standard & Poor's. All bidders must pay a non-refundable fee of US$20,000 to
receive the necessary documents and participate in the competition. Among other requirements, the
bidders must agree to service more than 1.5 million telephone users and to complete at least 70% of
all repairs within 24 hours of having received the service request. Bidders must present their offers
with the required documentation by April 22 for the pre-qualification round of selection.
The final award will be made in August. Meanwhile, the New York firm of Salomon Brothers
was selected in February to act as selling agent and advisor to the government in the INTEL
privatization. The firm won out over runner up Barclays Bank. Third place went to J.P. Morgan, and
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fourth place went to the French bank Paribas. Nine other competitors who had qualified in the first
round also participated in the final bid. Salomon's original offer was for a flat fee of US$15.9 million.
The final compensation to the company will not be known until the sale is completed, however,
because, in the end, the terms of the Salomon contract stipulate that Salomon Brothers will be paid
a flat fee of only US$1.5 million, plus 0.5% of the final price paid for 49% of INTEL shares, as well as
1% of the value of the investment that the winning bidder agrees to make in INTEL.
Salomon Brothers will make an initial evaluation of INTEL's assets, issue the tender documents
to the bidding companies, advise the government and INTEL on the sale process, and handle the
actual sale. INTEL general manager Porras declined to speculate on how much money the INTEL
shares would fetch on the market, but some estimates put the market value of INTEL at US$2.2
billion. (Sources: International Market Insights, 05/10/95; Agence France-Presse, 09/27/95, 03/08/96;
Agencia Centroamericana de Noticias Spanish News Service, 08/23/95, 12/14/95, 02/08/96, 03/15/96,
03/23/96)
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